
If the Commission adopts a proposal along these lines, we recommend that the Commission 
adopt the variation that permits mutual fund boards to designate CRAs and/or credit evaluation 
providers that are not registered as NRSROs, since this could promote greater competition and reduce 
the risk that investors could inappropriately treat the NRSRO designation as a "government stamp of 
approval." The Commission, however, would still need to be satisfied that mutual fund boards were 
applying robust quality-based criteria in their designation processes. 

We do not have an opinion on exactly how many CRAs and/or credit evaluation providers 
should be designated by mutual fund boards. The regulatory objective should be to encourage market 
discipline focusing on ratings quality in order to discourage rating shopping. For example, if the rule 
provided that the mutual fund could invest in a security so long as at least one of the designated CRAs 
or credit evaluation providers had assigned a rating in its highest rating category, then issuers would still 
have strong incentives to shop for the highest rating. On the other hand, if the rule provided that the 
mutual fund could invest in a security only if every designated CRA and credit evaluation provider that 
had assigned a rating assigned in its highest rating category, then requiring a mutual fund to designate 
more than one CRA likely would create incentives for money market fund boards to designate several 
CRAs with the least conservative methodologies, so that the money market fund would have the 
maximum flexibility with respect to its investments. 

Even if safeguards are in place to promote competition based on quality and to discourage rating 
shopping, we still believe that this alternative proposal does not reduce the risk of over-reliance on credit 
ratings (or other credit opinion providers) because it does not strengthen incentives for a mutual fund's 
manager or board to conduct their own, independent credit analysis of investments. We recognize that it 
might not be feasible for smaller funds to devote the time and resources required to conduct this type of 
analysis, but we believe that the credit market would benefit from creating stronger regulatory 
requirements and incentives for larger funds to conduct their own credit analysis. For this reason, with 
respect to larger funds that presumably have greater resources, we believe that the Commission's 
alternative proposal is suitable only as a temporary measure pending the larger funds' development or 
enhancement of the systems and resources needed to develop their own assessments of credit risk. 

In summary, we believe that this alternative proposal could enhance market discipline by 
encouraging money market funds to analyze and compare CRAs based on ratings quality, but only if 
mutual fund boards are called upon to show that they have designated CRAs based on quality-related 
factors. While we support these aspects of the proposal, in our view, it does not go far enough in terms 
of requiring or encouraging money market fund managers and/or boards to conduct their own credit 
analysis. Accordingly, we believe that larger mutual funds should only be permitted to use this 
approach as an intermediate step. 

4. CONCLUSION 

In conclusion, we appreciate the Commission's ongoing efforts to analyze carefully the potential, 
direct and indirect consequences of retaining or removing particular references to ratings. We support 
the healthy dialogue that the Commission has facilitated through the Release and believe it will 
encourage all users of ratings, whether they are market participants or regulators, to consider carefully: 
(1) what are the desirable attributes of a CRA's ratings that make them suitable for use in the first place; 
(2) what are the risks that the user is seeking to measure and manage in using the CRA's ratings; and (3) 
whether the CRA's ratings performance merits such ratings' continued use for regulatory and other 
purposes. In our view, this type of analysis should be conducted periodically, since new risks can 
emerge, the relative importance of risks can change, new assessment tools are developed and the needs 
of market participants and regulators can evolve. 
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Ultimately, ratings are simply one tool that is available to market participants and regulators. 
We do not believe, and never have recommended, that they should be used as anything other than 
opinions about credit risk. 

* * * 

Once again, we appreciate the opportunity to comment on the Release. We would be pleased to 
discuss our comments further with the Commission or its staff. 

Sincerely, 

Michael Kanef 
Chief Regulatory and Compliance Officer 
Moody's Investors Service 
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